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Bolt Technology Corporation operates

in two business segments - geaphysical
equipment and industrial products. The
geophysical equipment segment includes the
development, manufacture and sale of marine
seismic energy sourees (air guns), energy source

onitoring systems, underwater electrical

Spnectors and cables, air gun signature

Years Ended June 30
{In thousands, except per share data)
FINANE:IAL HIGHLIGHTS N 2005 2004 2003 2002 2001
Summary of Oper;tions o
Sales - 81879 $14806  $10842  $17.991  $1549%
Income {lass) before ircome taxes A 2,500 1,308 {339) 3,089 1,07
Provision (benefit) for income taxes 1Y | 455 (174} 1,218 675
Net income {loss) 1,659 853 {161 1.871 396
Net cash provided by operating activities $ 1,978 $ 1,090 $ 519 $ 3,827 $ 585
Average number of shares outstanding - diluted ‘ 5,533 5,489 5414 5416 5414
Earnings (ioss) per share - diluted 3 $0.30 $0.16 ${0.03) $0.35 $0.07
Financial Position Data
Working capital $10,450 $ 9330 $ 8,331 $ 8479 $ 5572
Total assets 21,316 22,574 21,776 22,860 24734
Current portion of long-term debt : - - - - 3,600
Long-term debt -
Total tiabifities 4,241 1,182 1,237 2,160 5,905
Stockholders” equity $23,075 $21,392 $20,539 $ 20,700 $ 18,829




e providing high quality equipment and service to the
marine seismic industry. In this regard, research and development (“R&D penditures were in-
creased by 30% in fiscal 2005 to further advance the development of ¢ Mic source monitoring
S “Cm (%S\/IS) and lo 111(1 ase lhe (dpdbllll]OS oi our othor ])1oducl ftulnos As wc move into 115cdl

ul to our dedicated employees who are directly responsible for Bolt’s substantial
accomplishments in fiscal 2005. 1 know that I can count on them to continue to not only meet but
xcu‘d our customers’ e\(peclailons lmml]y, [ thank lhe Board of Dneci rs of the Company for their




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following management’s discussion and analysis should be read together with the Consolidated Financial Statements and accompanying notes
and other detailed information appearing elsewhere in this Annual Report. This discussion includes forward-looking statements about the demand for
our products and future results. Please refer to the “Note Regarding Forward-Laoking Statements” section of this Annual Report.

OVERVIEW

Sales of the Compary’s geaphysical products are generally related to the level of worldwide oil and gas exploration and development activity
which is dependent, primarily, on oil and gas prices. During fiscal 2003, despite high oil and gas prices, the energy industry became increasingly cau-
tious on marine seismic explaration spending, causing an industry-wide slowdown in marine seismic activity. Due to this slowdown, marine seismic
contractors significantly reduced the size of their fleets which, in turn, resulted in lower sales of geophysical equipment, including the Company’s air
guns and underwater connectors. Marine seismic exploration started to improve during fiscal 2004, and this improvement has continued throughout
fiscal 2005. The continuing high price of oil, increased worldwide energy demand and the depletion of proven oil and natural gas reserves has caused
an increased demand for marine seismic surveys. As a result, geophysical equipment sales increased 32% for the year ended June 30, 2005 compared
to the year ended June 30, 2004. Based on the level of scheduled shipments and customer inquiries, the Company anticipates that this improvement
will continue into fiscal 2006.

Sales in the industrial products segment increased by 6% for the year ended June 30, 2005 compared to the year ended June 30, 2004. With con-
tinuing improvement in the U.S. economy, the Company anticipates that industrial products sales should increase in fiscal 20086.

Due primarily to the increase in the geophysical equipment business as described above, the Company's balance sheet continued to strengthen in
fiscal 2005. Working capital at June 30, 2005 increased by 12% from working capital at June 30, 2004,

LIQUIDITY AND CAPITAL RESOURCES

. As of June 30, 2005, the Company believes that current cash and cash equivalent balances and projected cash flow from operations are adequate
to meet foreseeable operating needs.

Year Ended June 30, 2005 At June 30, 2005, the Company had $3,654,000 in cash and cash equivalents. For the year ended June 30, 2005, cash
and cash equivalents increased by $764,000. Cash flow from operating activities after changes in operating assets and liabilities was $1,978,000 for
the year ended June 30, 2005, primarily due to net income adjusted for depreciation and deferred income taxes and higher current liabilities partially
offset by higher accounts receivable and inventories.

For the year ended June 30, 2005, the Company used $1,238,000 for capital expenditures funded from operating cash flow. Of this amount,
$1,013,000 relates to the Company’s exercise of the option to purchase the land and buiiding in Cypress, Texas used by A-G. The remainder of the
capital expenditures relates to equipment purchases in the ordinary course of business. The Company estimates that capital expenditures for fiscal
year 2006 will be approximately $200,000. The Company expects to fund these capital expenditures from cperating cash flow.

Since a relatively small number of customers account for the maijority of the Company’s geophysical equipment sales, the consolidated accounts
receivable balance tends to be concentrated in a small number of customers. At June 30, 2005 and 2004 the five customers with the highest balances
due represented 69% and 40%, respectively, of the accounts receivable balances on those dates.

In October 1998, the Company’s Board of Directors approved a stock repurchase program under which the Company was authorized to buy up to
500,000 shares of its Common Stock in open market or private transactions. Although the program remains authorized, the Company has not repur-
chased any shares and currently has no plan to make repurchases.

Year Ended June 30, 2004 At June 30, 2004, the Company had $2,890,000 in cash and cash equivalents. For the year ended June 30, 2004, cash
and cash equivalents increased by $968,000. Cash flow from operating activities after changes in operating assets and liabilities was $1,090,000 for
the year ended June 30, 2004, primarily due to net income adjusted for depreciation and deferred income taxes partially offset by higher accounts
receivable.

For the year ended June 30, 2004, the Company used $122,000 for capital expenditures funded from operating cash flow.

0ff-Balance Sheet Arrangements The Company has no off-balance sheet financing amangements. In addition, the Company does not have any
relationship with unconsolidated entities or any special purpose entities and has not issued any guarantees.

Contractual Obligations The Company has no long-term borrowings, capital leases, purchase obligations or other long-term liabilities at June 30,
2005 and 2004. The Company is obligated for minimum lease payments as of June 30, 2005 under several operating leases for its facilities. The total
minimum payments due under such leases is $902,000 payable during the following periods: less than one year - $334,000; 1 to 3 years - $532,000;
and 3 to 5 years - $36,000. Such amounts are exclusive of any “additional rent” for taxes, utilities or similar charges, under triple net leases. See Note
8 to the Consolidated Financial Statements under “Lease Commitments,” for further information regarding future payments and other information re-
lating to such leases.

Securities and Exchange Commission Informat Inquiry By letter dated January 23, 2004, the Company was informed that the staff of the Securi-
ties and Exchange Commission (the “Staff”) had begun an informal inquiry regarding certain corporate and accounting matters. In its letter, the Staff
stated that the inquiry should not be construed to indicate that any federal securities laws had been violated or to refiect on the integrity of any per-
son, the Company or its securities. Although the Company believes that it has acted properly and legally and is voluntarily cooperating with the Staff's
informal inquiry, it can neither predict the length, scope or results of the informal inquiry, or the impact, if any, on its operations. The Company has
complied with the information requests of the Staff,
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RESULTS OF OPERATIONS

Year Ended June 30, 2005 Compared to Year Ended June 30, 2004 Sales for the year ended June 30, 2005 increased by $3,990,000 or 27% from
the year ended June 30, 2004. Sales of geophysical equipment increased by $3,808,000 or 32% due primarily to higher: {a) air gun system sales
($416,000), (b) sales of air gun replacement parts {$1,866,000), and (c) sales of underwater elsctrical connectors ($1,226,000). Industrial products
sales for the year ended June 30, 2005 increased by $182,000 or 6% compared to the year ended June 30, 2004, reflecting higher volume associ-
ated with improvement in the domestic economy.

Consolidated cost of sales as a percentage of consolidated sales was 58% for the year ended June 30, 2005 versus 62% for the year ended
June 30, 2004. Cost of sales as a percentage of sales for the geophysical segment decreased from 63% for the year ended June 30, 2004 to 59% for
the year ended June 30, 2005, due primarily to: (@) higher manufacturing efficiencies associated with the 32% sales increase, (b) a smaller addition
to the inventory valuation reserve In fiscal 2005, and (c) the implementation of a 6% price increase in January 2005. Cost of sales as a percentage
of sales for the industrial products segment was 56% for the year ended June 30, 2005, unchanged from the year ended June 30, 2004. Although
manufacturing costs increased in the industrial products segment, such increase was offset by a 5% price increase effective January 2005 and
higher manufacturing efficiencies associated with the 6% sales increase in fiscal 2005.

Research and development {"R&D") costs for the year ended June 30, 2005 increased by $63,000 or 30% from the year ended June 30, 2004.
The major portian of the R&D cost increase relates to the Company’s Seismic Scurce Manitoring System ("SSMS”). SSMS is utilized to measure air
gun depth, air pressure and “near field” energy output for each gun array, thereby enhancing the accuracy and therefore the usefuiness of marine
seismic survey data. The Company is currently working on more advanced stages of SSMS which will deliver further benefits to customers.

Selling, general and administrative expenses increased by $329,000 or 22% for the year ended June 30, 2005 from the year ended June 30,
2004 due primarily to higher: (a) compensation expense ($391,000), (b) professional fees ($112,000}, (c) advertising and trade show expenses
(374,000} and (d) bad debt expense ($58,000).

The Company conducted, with the assistance of an independent valuation firm, an annual impairment test of goodwill balances as of July 1,
2005 and 2004. The results of these tests indicated that there was no impairment of the June 30, 2005 and 2004 goodwill balances.

The provision for income taxes for the year ended June 30, 2005 was $841,000, an effective tax rate of 34%, which was the same as the federal
statutory rate of 34% primarily due to the effect of state income taxes and nondeductible expenses, fully offset by exempt income relating to foreign
sales. The provision for income taxes for the year ended June 30, 2004 was $455,000, an effective tax rate of 35%, which was higher than the fed-
eral statutory rate of 34% primarily due to the effect of state income taxes and nondeductible expenses, partially affset by exempt income relating
to foreign sales..

The above-mentioned factors resulted in a net income for the year ended June 30, 2005 of $1,659,000 compared to net income of $853,000 for
the year ended June 30, 2004.

Year Ended June 30, 2004 Compared to Year Ended June 30, 2003 Sales for the year ended June 30, 2004 increased by $3,964,000 or 37%,
from the year ended June 30, 2003. Sales of geophysical equipment increased by $3,611,000 or 44% primarily due to several complete energy
source systems sales of traditional guns which amounted to $2,243,000 and the first sale of the Company's Annular Port Guns which amounted to
$594,000. The remainder of the increase was attributable to higher sales of air gun replacement parts and underwater electrical connectors reflect-
ing increased marine seismic activity. In contrast, sales of complete energy source systems sales during year ended June 30, 2003 amounted to
only $395,000. Industrial products sales for the year ended June 30, 2004 increased by $353,000 or 13% from the year ended June 30, 2003 primar-
ily reflecting higher volume associated with the gradual improvement in the domestic economy and the addition of new customers.

Consolidated cost of sales as a percentage of consolidated sales was 62% for the year ended June 30, 2004 versus 66% for the year ended
June 30, 2003. Cost of sales as a percentage of sales for the geophysical segment decreased from 63% for the year ended June 30, 2003 to 63% for
the year ended June 30, 2004, due primarily to higher manufacturing efficiencies associated with the 44% sales increase. Increases to the inventory
valuation reserve in fiscal 2004 and 2003 were $243,000 and $282,000, respectively. These amounts were charged to cost of sales. Cost of sales as
a percentage of sales for the industrial products segment increased from 55% for the year ended June 30, 2003 to 56% for the year ended June 30,
2004 due primarily to higher compensation costs.

Research and development expense in fiscal 2004 was $2,000 more than in the prior fiscal year, reflecting work on the development of a new
product, the SSMS, and a reduction in spending on the Annular Port Gun project.

Selling, general and administrative expenses increased by $297,000 or 8% for the year ended June 30, 2004 versus the year ended June 30,
2003, primarily due to increased bad debt expense ($121,000) and higher professional fees ($39,000).

The Company conducted, with the assistance of an independent valuation firm, an annua! impairment test of goodwill balances as of July 1,
2004 and 2003. The results of these tests indicated that there was no impairment of the June 30, 2004 and 2003 goodwill balances.

The provision for income taxes for the year ended June 30, 2004 was $455,000, an effective tax rate of 35%, which was higher than the federal
statutory rate of 34% primarily due to the effect of state income taxes and nondeductible expenses, partially offset by exempt income relating to
foreign sales. The provision for income taxes for the year ended June 30, 2003 was a benefit of $174,000 reflecting 2 loss before income taxes of
$335,000 and an increase in net deferred tax assets partially offset by state income taxes.

The above-mentioned factors resulted in a net income for the year ended June 30, 2004 of $853,000 compared to net loss of $161,000 for
the year ended June 30, 2003.

Continued on next page
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CRITICAL ACCOUNTING POLICIES

The methods, estimates and judgments the Company uses in applying the accounting policies most critical to its financial statements have a
significant impact on the results the Company reports in its financial statements. The Securities and Exchange Commission has defined the most
critical accounting policies as the ones that are most important to the portrayal of the Company's financial condition and results, and requires
the Company to make its most difficult and subjective judgments.

Based on this definition, the Company’s most critical policies include: revenue recognition; recording of inventory reserves; deferred taxes;
and the potential impairment of goodwill. These policies are discussed below. The Company also has ather key accounting policies, including
the establishment of bad debt reserves. The Company believes that these other policies either do not generally require it to make estimates
and judgments that are as difficult or as subjective, or that it is less likely that they would have a material impact on the Company's reported
results of operations for a given period. See Note 1 to the Company’s Consolidated Financial Statements for additiona! information. Revenue
recognition was previously considered a key accounting policy but not a critical accounting policy. The Company, however, has concluded that it
is appropriate to categorize revenue recognition as a critical accounting policy because recent foreign customer transactions have required the
exercise of considerable subjective judgment.

Although the Campany believes that its estimates and assumptions are reasonable, these are based upon information available at the end of
each reporting period and involve inherent risks and uncertainties. Actual results may differ significantly from the Company's estimates and its
estimates could be different using different assumptions or conditions.

Revenue Recognition The Company recognizes sales revenue when it is realized and earned. The Company's reported sales revenue is based
on meeting the following criteria: { 1.) Manufacturing products based on customer specifications; { 2.) Delivering product to the customer before
the close of the reporting period, whereby delivery results in the transfer of awnership risk to the customer; [ 3.) Establishing & set sales price
with the customer; { 4.) Collecting the sales revenue from the customer is reasonably assured; { 5.) No significant contingencies exist.

Inventory Reserves A significant source of the Company's revenue arises from the sale of replacement parts required by customers who
have previously purchased products. As a result, the Company maintains a large quantity of parts on hand that may not be sold or used in final
assemblies for an extended period of time. In order to recognize that certain inventory may become obsolete or have supplies in excess of rea-
sonably supportable sales forecasts, management establishes an inventory valuation reserve. The inventory valuation reserve is a significant
estimate made by management and the actual results may differ from this estimate and the difference could be material. Management estab-
lishes the inventory valuation reserve by reviewing the inventory for items that should be reserved in full based on a lack of usage for a specified
period of time and for which future demand is not forecasted and establishes an additional reserve for slow moving inventory based on varying
percentages of the cost of the items. At June 30, 2005 and 2004 approximately $1,944,000 and $1,828,000, respectively, of the raw materials
and sub-assemblies inventory were considered slow moving and subject to a reserve provision equal to all or a portion of the cost, less an esti-
mate for scrap value. In many instances, this inventory has been unsold for more than five years from date of manufacture or purchase, and in
other instances the Company has more than a five-year supply of inventory on hand based on recent sales volume. At June 30, 2005, the cost of
inventory which has mare than a five-year supply on hand and the cost of inventory which has had no sales during the last five years amounted
to approximately $1,422,000. Management nevertheless believes that this inventory is properly valued and appropriately reserved. Even if
management’s estimate were incorrect, that wouid not result in a current cash charge since the cash required to manufacture or purchase the
ofder inventory was expended in prior years.

The Company records increases in inventory valuation reserves in cost of sales and decreases in inventory valuation reserves when items are
scrapped or disposed of. During the fiscal year ended June 30, 2005, the inventory valuation reserve was increased by $127,000. In addition,
during fiscal 2005 the Company scrapped or disposed of items which had a cost of $6,000.

Deferred Taxes The Company applies an asset and liability approach to accounting for income taxes. Deferred tax assets and liabilities
are recognized for the expected future tax consequences of temporary differences between the financial statement and tax basis of assets and
liabilities using enacted tax rates in effect for the years in which the differences are expected to reverse. The recoverability of deferred tax as-
sets is dependent upon the Company’s assessment of whether it is more likely than not that sufficient future taxable income will be generated
in the relevant tax jurisdiction to utilize the deferred tax asset. The Company reviews its internal forecasted sales and pretax earnings estimates
to make its assessment about the utilization of deferred tax assets. In the event the Company determines that future taxable income will not
be sufficient to utilize the deferred tax asset, a valuation allowance is recorded. If that assessment changes, a charge or a benefit would be
recorded in the consolidated statement of income. The Company has concluded that no deferred tax valuation allowance was necessary at June
30, 2005 and 2004 because future taxable income is believed to be sufficient to utilize the deferred tax asset. Net deferred tax assets decreased
by $427,000 from $444,000 at June 30, 2004 to $17,000 at June 30, 2005 reflecting principally the utilization of the alternative minimum tax
credit carry-forward {$272,000), utilization of the tax loss carry-forward ($123,000) and amortization of goodell for tax purposes ($99,000), par-
tially offset by an increase in the inventory valuation reserve of $47,000.

Goodwill Impairment Testing As required by SFAS No. 142, “Goodwill and Other Intangible Assets,” the Company reviews goodwill for im-
pairment annually or more frequently if impairment indicators arise. Goodwill was tested for impairment as of July 1, 2001, the initial test, and
as of each July 1 thereafter through July 1, 2005. All five tests were conducted by management with the assistance of an independent valuation
company and the results of such tests indicated no impairment. The Company’s goodwill carrying amounts refate solely to the acquisition of
Custom Products and A-G, which are two SFAS 142 reporting units. Bolt, the parent of Custom Products and A-G, is a third reporting unit and has
no goodwill. Both Bolt and A-G are in the geophysical equipment segment, and Custom Products is in the industrial products segment. Step one
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of the goodwill impairment test is to compare the “fair value” of the reporting unit with its "carrying amount.” The fair value of a reporting unit
is the amount that a willing party would pay to buy or sell the unit other than in a forced liquidation sale. The carrying amount of a reparting

unit is total assets, including goodwill, minus total liabilities. If the fair value of a reparting unit is greater than the carrying value, the Company
considers goodwill not to be impaired. If the fair value is below the carrying value, the Company would proceed to the next step, which is to
measure the amount of the impairment lass. Any such impairment loss would be recagnized in the Company’s results of operations in the pe-
riod in which the impairment loss arose. The Company's method of determining the fair value of the Custom and A-G reporting units is to obtain
from the valuation company an estimate of the fair value of these reporting units based on up to three different valuation approaches: (a) a
capitalized cash flow method, (b} a market approach that gives consideration to the prices paid for publicly traded stocks, and (c) a projected net -
income approach that examines the projected net income of certain publicly traded stocks and determines a multiple of earnings that the valua-
tion specialist believes should be applied to the business unit's estimated earnings.

The Company reviewed the estimated fair values utilizing each of the above approaches, and in each of the five annual tests performed,
utilized the discounted cash flow method when reviewing for impairment. The results of the other methods were also generally consistent with
the Company's conclusion that goodwill was not impaired. The Company also compared the values from the above approaches to the market
capitalization of the Company (including the Bolt unit that has no goodwill reflected in the financial statements) to provide an overall test to as-
certain the reasonableness of the approach used. At all annual impairment test dates except July 1, 2003, the Company's market capitalization
exceeded the carrying value of stockholders’ equity at the impairment test date. At July 1, 2003, the Company’s market capitalization was less
than the Company's stockholders’ equity, however this condition was reversed by August 2003 when the market price of the Company's stock
increased.

Goodwill represents approximately 40% of the Company’s total assets at June 30, 2005, and is thus a significant estimate made by manage-
ment. Even if management's estimate were incorrect, that would not result in & current cash charge because the Company’s goodwill amounts
reflected on its balance sheet arose out of acquisition accounting several years ago. See Notes 1 and 2 to the Company's Consolidated Finan-
cial Statements for additional information concerning goodwill.

RECENT ACCOUNTING DEVELOPMENTS:

Accounting Changes and Error Corrections In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections”
{"SFAS 154") which is a replacement of APB Opinion No. 20, “Accounting Changes,” (“"APB 20"), and FASB Statement No. 3, "Reporting Ac-
counting Changes in Interim Financial Statements,” {"SFAS 3"}, SFAS 154 applies to all voluntary changes in accounting principle, and changes
the requirements far accounting for and reporting of a change in accounting principle. SFAS 154 requires that voluntary changes in accounting
principle be applied retrospectively to prior period financial statements unless it is impracticable to determine either the period-specific effects
or the cumulative effect of the change. When it is impracticable to determine either the period-specific effects of an accounting change on one
or more Individual prior periods presented, SFAS 154 requires that the new accounting principle be applied to the balances of assets and liabili-
ties as of the beginning of the earliest period for which retrospective application is practicable and that a corresponding adjustment be made
to the opening balance of retained earnings for that period rather than being reported in the income statement. When it is impracticable to de-
termine the cumulative effect of applying the new accounting principle to all prior periods, SFAS 154 requires that the new principle be applied
prospectively from the earliest date practicable. APB 20 required that most voluntary changes in accounting principle be recognized by including
in net income of the period of the change the cumulative effect of changing to the new accounting principle. SFAS 154 also applies to changes
in accounting principle required by an accounting pronouncement in the unusual instance that the pronouncement does not include specific
transition provisions. If the pronouncement includes specific transition provisions, those provisions should be followed. SFAS 154 requires that
retrospective application be limited to the "direct” effects of the change. “Indirect” effects of a change in accounting principle, such as the
impact on a profit sharing contribution or bonus, should be recognized in the period of the accounting change. SFAS 154 requires that a change
in depreciation or amortization of long-lived assets be accounted for as a change in accounting estimate effected by a change in accounting
principle. SFAS 154 lsaves unchanged many of the requirements of APB 20 including those relating to the reporting of a change in accounting
estimate, a change in the reporting entity, and the correction of an error. In addition, SFAS 154 leaves unchanged the requirements of SFAS 3
relating to the reporting of accounting changes in interim financial statements. SFAS 154 is effective for accounting changes and carrections of
errors made in fiscal years beginning after December 15, 2005. Early adoption is allowed for accounting changes and corrections of errors made
in fiscal years beginning after the date of this Statement. The provisions of SFAS 154 will have an impact on the Company’s financial state-
ments in the future should there be voluntary changes in accounting principles.

Conditional Asset Retirement Obligations In March 2005, the FASB issued Interpretation No. 47 {"FIN 477}, “Accounting for Conditional
Asset Retirement Gbligations” which is an interpretation of SFAS Statement No. 143 (“SFAS 143"}, "Accounting for Asset Retirement Gbliga-
tions.” FIN 47 clarifies that the term “conditional asset retirement obligation” as used in SFAS 143 refers to a legal obligation to perform an
asset retirement activity in which the timing and/or method of settlement are conditional on a future event that may or may not be within the
control of the entity. The obligation to perform the asset retirement activity is unconditional even though uncertainty exists about the timing
and/or method of settisment. FIN 47 requires that an entity recognize a liability for the fair value of a conditional asset retirement obligation if
the fair value of the liability can be reasonably estimated. If the fair value of such liability can be reasonably estimated, such liability should be
recognized when incurred, which is generally upon acquisition, construction, development or through the normal operation of the asset. Uncer-
tainty about the timing of the conditional asset retirement obligation should be factored into the measurement of the liability when sufficient
information exists. FIN 47 is effective no later than the end of fiscal years ending after December 15, 2005 and December 31, 2005 for calendar
year entities. Management believes that FIN 47 will not have an impact on the Company's consolidated financial statements because the Com-
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

pany does not engage in conditional asset retirement obligations.

Share-Based Payment In December 2004, the FASB issued SFAS No. 123 (Revised 2004), "Share-Based Payment,” {"SFAS 123 Revised”).
SFAS 123 Revised is a revision of SFAS No. 123, “Accounting for Stock-Based Compensation” {"SFAS 123"). SFAS 123 Revised also supersedes
APB Opinion No. 25, “Accounting for Stock Issued to Employees,” and amends SFAS No. 95, “Statement of Cash Flows.” The approach in SFAS
123 Revised is similar in most respects to the approach described in SFAS 123. A key requirement of SFAS 123 Revised is that all share-based
payments to employees, including stock option grants, be recognized in the income statement based on their fair values. Pro forma disclosure of
the cost of employee share payments is no longer an alternative. SFAS 123 Revised is effective in the first interim period or annual reporting pe-
riod beginning after June 15, 2005. The Company believes that SFAS 123 Revised will currently have no impact to Boit's consolidated financial
statements because under the terms of the existing stock option plan, no bptions can be granted subsequent to June 30, 2003 and all options
were fully vested as of June 30, 2004. Should the Company provide share based payments in the future, however, the Company will have to fair
value these awards and recognize this cost in its consclidated financial statements in accordance with the requiremants of SFAS 123 Revised.

Exchanges of Nonmonetary Assets n Oecember 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets-an amendment
of APB Opinion No. 29," {"SFAS 153"). SFAS 153 is an amendment of APB Opinion No. 29, “Accounting for Nonmonetary Transactions” (“APB
29"). The guidance in APB 29 is based on the principle that exchanges of nonmonetary assets should be measured based on the fair value of
the assets exchanged. APB 29, however, included certain exceptions to that principle. SFAS 153 amends APB 29 to eliminate the exception for
nanmonetary exchanges of similar productive assets which should be based on the recorded amount of assets exchanged. SFAS 153 eliminates
the foregoing narrow exception and replaces it with a broader exception for exchanges of nonmanetary assets that do nat have commercial
substance. A nonmonetary exchange has commercial substance if the future cash flows of the Company are expected to change significantly as
a result of the exchange. SFAS 153 is effective for nonmonetary asset exchanges consummated in fiscal periods beginning after June 15, Z005.
SFAS 153 will not have an impact on the Company’s consolidated financial statements because the Company does not engage in nonmonetary
asset exchanges

Inventory Costs I November 2004, the FASB issued SFAS Na. 151, “Inventory Costs, an Amendment of ARB No. 43, Chapter 4, ("SFAS
151"). SFAS 151 amends the guidance in ARB No. 43, Chapter 4, “Inventory Pricing,” by providing clarification on the accounting for abnormal
amounts of idle facility expense, freight, handling costs and spoilage. Paragraph 5 of ARB No. 43, Chapter 4, stipulated that " .. .under some
circumstances, items such as idle facility expense, excessive spoilage, double freight, and re-handling costs may be so abnormal as to require
treatment as current period charges....” SFAS 151 requires that these items be handled as current period charges ragardless of whether they
meet the criterion of “so abnarmal.” SFAS 151 also requires that allocation of fixed production overheads to the cost of production be based on
normal capacity of the production facilities. SFAS 151 is effective for fiscal years beginning after June 15, 2005. Management believes that the
adoption of this standard will have no impact on the Company's consolidated financial statements because it is already in compliance with this
new standard.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Bolt Technology Corporation
Norwalk, Connecticut

We have audited the consolidated balance sheets of Bolt Technology Corporation and subsidiaries as of June 30, 2005 and 2004 and the
related consolidated statements of income (loss) and cash flows for each of the three years in the period ended June 30, 2005. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
Bolt Technology Corporation and subsidiaries as of June 30, 2005 and 2004, and the results of their operations and their cash flows for
each of the three years in the period ended June 30, 2005, in conformity with U.S. generally accepted accounting principles.

/%c%///«,é&%/ e

McGladrey & Pullen, LLP
Stamford, Connecticut
August 23, 2005
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For the Years Ended June 30,

REVENUES:

COSTS AND EXPENSES:
Cost “of sales

Research and development

$ 14,806,000

$ 10,842,000

.......... IMEEIESEINEOME 47,000) 115,000 118,000
16,236,000 13,498,000 11,177,000
Income {loss) before income taxes 2500000)  1.308.000 (335,000
Provision (enefit] forinCOME TaXES oo 841,000 455,000 174,000
NET [INCOME (LOSS) $ 1,659,000 $ 853,000 § (161,000)
EARNINGS (LOSS) PER SHARE:
BB sost) . so18 .80
e 08| 8016 ... $(003)
AVERAGE NUMBER OF COMMON SHARES OUTSTANDING:
T 5A18852| 5414357 5414357
Diluted 553332 | | 5488510 541437

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS

June 30,

ASSETS
Current Assets:
Cash and cash equivalents

Accounts receivabie, less allowance for uncollectible accounts

$ 2,890,000

_OIST2000N2005and 00002004 3003000| 233000

o monnes wome| a0
........ Other Curremassets S %M@@ 174000
............................................................................................................................................... prpEpe 5200
Property, Plant and Equipment:

Land - _ 253,000
B
o Leé“évéhold' lmpmvemems e 3@8@@@
"""" Machieryandequpment o G300 6131000
.................................................. B 22000
__________ Less acoumulated depreciation (5.£05.000) 15821,000)
""""""""" 1,815,000 861,000
Goodwill, net 11,042,000 11,084,000
Deferedincometoxes oo 1900
fjthermé‘s w ‘[@5@@@ ................... 98000
............................................................................................................................................................ Fp— TS
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Aooountspayatle $2100000| S 461,000
Cdemeegers T e e
Customerdepos|t ............................................................................................................................................... 411]41;@@@ ,,,,,,,
..................................................................................................................................... Py T

Deferredincome taxes 387,000
_____________ Totalliabiitles 4241000 1,182,000
Stockholders’ equity:
Common stock, no par value, authorized 9,000,000 shares;

issued and outstanding 5,423,960 in 2005 and 5,414,357 in 2004 26,176,000 26,152,000
B | 1 )
""" Toel Sockholders Equity BOTEAD| 21392000
............................................................................................................................................................ Pp—— P

See Notss to Consolidated Financial Statements.
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CASH FLOWS FROM OPERATING ACTIVITIES:

2004 2003

........ Neticomefoss) o $15m000| S 83000 § (161000
Adjustments o reconcle et ncome losstocosh powded by opeating actvites: |

o Depmmonawemotaion o BANO) 20000 ?@@WI
DM SR o AN 70D LD

2,412,000 1,547,000 {74,000)
Change in operating assets and liabilities:

..... Accounts receivable ... \r07000))  (641.000) 1,814,000
B aoseon| som ascon
L Otherssets o BROB| (0000 (79000
o Aecowtspayadle 1833000| (19000 (15,000)
L Aeedfiebiites S| (19000 (737,000
 nometmespaabe Z2000) (17000 (46000
o Cwgomerdepost el - -
© Netcashprovided by operating activities 1878000 1090000 519,000

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property, plant and equipment (1,238,000} {122,000) {71,000

Net cash used in investing activities {1,238,000) {122,000 {71,000}

CASH FLOWS FROM FINANCING ACTIVITIES:

Exercise of stock options 24,000
Netcashprovudedbyfmancmgactlwties ». o 000
Netevesseimcash o TeAND| 66800 448000
Cash and cash equivelents stbegiming ofyear . 2S00 1922000 1474000
Cashand cash equivalents atend of year $3,656,000 | $2,890,000 $ 1822000

Supplemental disclosure of cash flow information:
Cash transactions:
lmeometaxespaid § 790001 § 63000 § 65000

Non-cash transactions:
Transferofmventorytoproperty plant and equipment $ - $ 122000 §

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The Company consists of three operating units: Bolt Technology Corparation {“Bolt”), A-G Geophysical Products, Inc. (“A-G”) and Custom
Products Corporation (“Custom Products”). Bolt and A-G are in the “geophysical equipment” segment. Bolt manufactures and sells marine
seismic energy sources (air guns) and replacement parts, and A-G manufactures and selis underwater cables, connectors, hydrophones and
seismic source monitoring systems. Custom Products, which is in the “industrial products” segment, manufactures and sells miniature industrial
clutches and brakes and sells sub-fractional horsepower electrical motors.

Principles of Consolidation The Consolidated Financial Statements include the accounts of Bolt and its subsidiary companies. All signifi-
cant intercompany balances and transactions have been eliminated.

Cash and Cash Equivalents The Company considers all highly liquid investments with a maturity of three months or less when purchased to
be cash equivalents.

Allowance for Uncollectible Accounts The allowance for uncollectible accounts is established through a provision for bad debts charged to
expense. Accounts receivable are charged against the allowance for uncollectible accounts when the Company believes that coflectibility of the
principal is unlikely. The allowance is an amount that the Company believes will be edequate to absorb estimated losses on existing accounts
receivable, based on the evaluation of the collectibility of accounts receivable and prior bad debt experience. This evaluation afso takes into
consideration such factors as changes in the nature and voiume of the accounts receivable, overall accounts receivable quality, review of spe-
cific problem accounts receivable, and current economic and industry conditions that may affect the customer’s ability to pay. While the Com-
pany uses the best information available to make its evaluation, future adjustments to the allowance may be necessary if there are significant
changes in economic and industry conditions.

Inventories Inventories are valued at the lower of cost or market, with cost principally determined on an average cost method which ap-
proximates the first-in, first-out method. The Company maintains an inventary valuation reserve to provide for slow moving and obsolete inven-
tory. Amounts are charged to the reserve when the Campany scraps or disposes of inventory. See Note 3 to Consolidated Financial Statements
for additional information concerning inventories.

Property, Plant and Equipment Property, Plant and equipment are stated at cost. Depreciation for financial accounting purposes is com-
puted using the straight-line method over the estimated useful lives of 15 to 30 years for buildings, over the term of the lease for leasehold
improvements and 5 to 10 years for machinery and equipment. Major improvements which add to the productive capacity or extend the life of an
asset are capitalized, while repairs and maintenance are charged to expense as incurred.

Goodwill and other Long-Lived Assets Goodwill represents the excess cost over the value of net tangible and intangible assets acquired in
business combinations and unti! June 30, 2001 was being amortized using the straight-line method over 20 years. Accumulated amortization at
June 30, 2005 and 2004 was $1,750,000. Effective July 1, 2001, the Company adopted SFAS No. 142, "Goodwill and Other Intangible Assets.”
Under SFAS No. 142, goodwill amortization ceased when the new standard was adopted. The standard alsc required an initial goodwill impair-
ment test in the year of adoption and annual impairment tests thereafter. The initial impairment test of the goodwill balance as of July 1, 2001
and annual impairment tests of the goodwill balance each July 1 thereafter, including July 1, 2005, were conducted and the tests indicated no
impairment. The tests were conducted by management with the assistance of an independent valuation company. See Note 2 to Consolidated
Financial Statements for additional information concerning goodwill.

The Company's other long-lived assets consist of property, plant and equipment and other non-current assets. The Company reviews for the
impairment of these assets whenever events or changes in circumstances indicate that the carrying amount of the asset may not be recover-
able. The carrying amount is considered impaired when anticipated undiscounted cash flows expected to result from the use of the asset and
its eventual disposition is less than its carrying amount. The Company’s reviews as of June 30, 2005 and 2004 did not result in any indicators of
impairment, and therefore no impairment tests were performed on these other long-lived assets.

Revenue Recognition and Warranty Costs  The Company recognizes sales revenue when it is realized and earned. The Company's reported
sales revenue is based on meeting the following criteria:

1. Manufacturing products based on customer specifications.

2. Delivering product to the custamer before the close of the reporting period, whereby, delivery results in the transfer of ownership risk to the
customer.

3. Establishing a set sales price with the customer.

4. Collecting the sales revenue from the customer is reasonably assured.

5. No significant contingencies exist. '

Warranty costs and product returns incurred by the Company have not been significant.

Income Taxes The pravision for income taxes is determined under the liability method. Deferred tax assets and liabilities are recognized
based on differences between the book and tax hases of assets and liabilities using currently enacted tax rates. The provision (bengfit) for in-
come taxes is the sum of the amount of income tax paid or payable for the year determined by applying the provisions of enacted tax laws to the
taxable income for that year and the net change during the year in the Company's deferred tax assets and liabilities. See Note 4 to Consolidated
Financial Statements-for additional information concerning the provision for income taxes and deferred tax assets.
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Stock-Based Compensation The Company adopted SFAS No. 148, “Accounting for Stock-Based Compensation - Transition and Disclosure”
in 2003 and SFAS No. 123, "Accounting for Stock-Based Compensation” in 1997. Under SFAS No. 123, as amended by SFAS No. 148, com-
panies can, but are not required to, elect to recognize compensation expense for all stock-based awards using a fair value methodology. The
Company has adopted the disclosure-only provisions, as permitted by SFAS Nos. 123 and 148. In this regard, the Company applies Accounting
Principles Board Opinion No. 25 and related interpretations in accounting for its stock-based plans. Accordingly, no compensation expense is
recognized for grants under the Company’s stock option plan.

Had compensation cost for stock options granted been determined in accordance with the provisions of SFAS No. 123, as amended by SFAS
No. 148, net income {loss) and earnings {loss) per share would have been as follows:

2004

$859000  $(181,000)
AddmonalCompensatloncostdetermined under the fair value method for all o
... Stock option grants, net of income taxeffect - 101,000 71,000
Netincome loss) proforma e $ 1,859,000 §752,000 _ $(232.000
Basic earnings {loss) per share:
________ A O e S03Y 3078 $0s)
Chms ] o s
Dliuted eémmgs(loss)pershare : V
B O ses| 016 . $0.03)
____ ooms T ] e som

See Note 6 to Consolidated Financial Statements for additional information concerning stock options.

Use of Estimates The preparation of financial statements in conformity with accounting principles generally accepted in the United States
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contin-
gent assets and liabilities at the date of financial statements, and the reported amounts of revenues and expenses during the reparting periad.
The most critical estimates made by the Company are those relating to inventory valuation reserves, goodwill impairment and the realization of
deferred tax assets. Actual results could differ from those estimates.

Computation of Earnings (Loss) Per Share Basic earnings {loss) per share is computed by dividing net income {toss) by the average number
of common shares outstanding during the period. Diluted earnings per share is computed by dividing net income by the average number of com-
mon shares outstanding assuming dilution, the calculation of which assumes that all stock options are exercised at the beginning of the period
and the proceeds used to purchase shares at the average market price for the period. The following is a reconciliation from basic earnings {loss)
per share to diluted earnings (loss) per share for each of the last three years:

$ 1,559,000 $ 853,000 $ (161,000)

Divided by:
L. Weighedaveragecommonshares BAWBSE)  SMA3] 5414357
114,430 74,153
5,533,382 5,488,510 5,414,357
$0.31 $0.16 $10.03)
$0.30 $0.16 $(0.03)

For the year ended June 30, 2005, the calculations include commaon share equivalents relating to all outstanding stock options because the
average market price was higher than the exercise prices. For the year ended June 30, 2004, the calculations do not include options to acquire
28,000 shares, since their inclusion would have been anti-dilutive. For the year ended June 30, 2003, the effect of stock options was not in-
cluded in the calculation because to do so would have been anti-dilutive.

Recent Accounting Developments
Accounting Changes and Error Corrections  In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections”
{"SFAS 154"}, which is a replacement of APB Opinion No. 20, “Accounting Changes,” ("APB 20”), and FASB Statement No. 3, “Reporting Ac-

counting Changes in Interim Financial Statements,” (“"SFAS 3"). SFAS 154 applies to all voluntary changes in accounting principle, and changes
the requirements for accounting for and reporting of a change in accounting principle. SFAS 154 requires that voluntary changes in accounting

Continued on next page
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

principle be applied retrospectively to prior period financial statements unless it is impracticable to determine either the period-specific effects
or the cumulative effect of the change. When it is impracticable to determing either the period-specific effects of an accounting change on one
or mare individual prior periods presented, SFAS 154 requires that the new accounting principle be applied to the balances of assets and liabili-
ties as of the beginning of the earliest period for which retrospective application is practicable and that a corresponding adjustment be made
to the opening balance of retained earnings for that period rather than being reported in the income statement. When it is impracticable to de-
termine the cumulative effect of applying the new accounting principle to all prior periods, SFAS 154 requires that the new principle be applied
praspectively fram the earliest date practicable. APB 20 required that most voluntary changes in accounting principle be recognized by including
in net income of the period of the change the cumulative effect of changing to the new accounting principle. SFAS 154 also applies to changes
in accounting principle required by an accounting pronouncement in the unusual instance that the pronouncement does not include specific
transition provisions. If the pronouncement includes specific transition provisions, those provisions should be followed. SFAS 154 requires that
retrospective application be limited to the “direct” effects of the change. “Indirect” effects of a change in accounting principle, such as the
impact on a profit sharing contribution or bonus, should be recognized in the period of the accounting change. SFAS 154 requires that a change
in depreciation or amortization of long-lived assets be accounted for as a change in accounting estimate effected by a change in accounting
principle. SFAS 154 |eaves unchanged many of the requirements of APB 20, including those relating to the reporting of a change in accounting
estimate, a change in the reporting entity, and the carrection of an error. in addition, SFAS 154 leaves unchanged the requirements of SFAS 3
relating to the reparting of accounting changes in interim financial statements. SFAS 154 is effective for accounting changes and corrections of
errors made in fiscal years beginning after December 15, 2005. Early adoption is allowed for accounting changes and corrections of errors made
in fiscal years beginning after the date of the Statement. The provisions of SFAS 154 will have an impact on the Company's financial state-
ments in the future should there be voluntary changes in accounting principles.

Conditional Asset Retirement Obligations In March 2005, the FASB issued Interpretation No. 47 ("FIN 47), “Accounting for Conditional
Asset Retirement Obligations” which is an interpretation of SFAS Statement No. 143 {"SFAS 143"), "Accounting for Asset Retirement Obliga-
tions.” FIN 47 clarifies that the term “conditional asset retirement obligation” as used in SFAS 143 refers to a legal obligation to perform an
asset retirement activity in which the timing and/or method of settiement are conditional on a future event that may ar may not be within the
control of the entity. The obligation to perform the asset retirement activity is unconditional even though uncertainty exists about the timing
and/or method of settlement. FIN 47 requires that an entity recognize a liability for the fair value of a conditional asset retirement obligation if
the fair value of the hahility can be reasonably estimated. If the fair value of such liability can be reasonably estimated, such liability should be
recognized when incurred, which is generally upon acquisition, construction, development or through the normal operation of the asset. Uncer-
tainty about the timing of the conditional asset retirement obligation should be factored into the measurement of the liability when sufficient
information exists. FIN 47 is effective no later than the end of fiscal years ending after December 15, 2005 and December 31, 2005 for calendar
year entitigs. The Company believes that FIN 47 wil! not have an impact on the Company’s consolidated financial statements because the Com-
pany does not engage in conditional asset retirement obligations.

Share-Based Payment In December 2004, the FASB issued SFAS No. 123 (Revised 2004}, “Share-Based Payment,” {"SFAS 123 Revised”).
SFAS 123 Revised is a revision of SFAS No. 123, "Accounting for Stock-Based Compensation” ("SFAS 123"). SFAS 123 Revised also supersedes
APB Opinion No. 25, "Accounting for Stock Issued to Employees,” and amends SFAS No. 95, “Statement of Cash Flows.” The approach in SFAS
123 Revised is similar in most respects to the approach described in SFAS 123. A key requirement of SFAS 123 Revised is that all share-based
payments to employees, including stock option grants, be recognized in the income statement based on their fair valugs. Pro forma disclosure of
the cost of employee share payments is no longer an alternative. SFAS 123 Revised is effective in the first interim period or annual reporting pe-
riod beginning after June 15, 2005. The Company believes that SFAS 123 Revised will currently have no impact to the Company's consolidated fi-
nancial statements because under the terms of the Company's existing stock option plan, no options can be granted subsequent to June 30, 2003
and all options were fully vested as of June 30, 2004. Should the Company provide share based payments in the future, however, the Company
will have to fair value these awards and recognize this cost in its consolidated financial statements in accordance with the requirements of SFAS
123 Revised.

Exchanges of Nonmonetary Assets in December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets-an amendment of
APB Opinion No. 29" (“"SFAS 153"). SFAS 153 is an amendment of APB Opinion No. 29, “Accounting for Nanmonetary Transactions” {“APB 237},
The guidance in APB 29 is hased an the principle that exchanges of nonmanetary assets should be measured based on the fair value of the assets
exchanged. APB 29, however, included certain exceptions to that principle. SFAS 153 amends APB 29 to eliminate the exception for nonmonetary
exchanges of similar productive assets which should be based on the recorded amount of assets exchanged. SFAS 153 eliminates the forego-
ing narrow exception and replaces it with a broader exception for exchanges of nonmanetary assets that do nat have commercial substance. A
nonmonetary exchange has commercial substance if the future cash flows of the Company are expected to change significantly as a result of the
exchange. SFAS 153 is effective for nonmonetary asset exchanges consummated in fiscal periods beginning after June 15, 2005. SFAS 153 will
not have an impact on the Company’s consolidated financial statements because the Company does not engage in nonmonetary asset exchanges

Inventory Costs In November 2004, the FASB issued SFAS No. 157, “inventory Costs, an Amendment of ARB No. 43, Chapter 4,” {“SFAS
151"). SFAS 151 amends the guidance in ARB No. 43, Chapter 4, "Inventory Pricing,” by providing clarification on the accounting for abnormal
amounts of idle facility expense, freight, handling costs and spoilage. Paragraph 5 of ARB No. 43, Chapter 4, stipulated that .. .under some
circumstances, items such as idle facility expense, excessive spoilage, double freight, and re-handling costs may be so abnormal as to require
treatment as current period charges....” SFAS 151 requires that these items be handled as current period charges regardless of whether they
meet the criterion of “so abnormal.” SFAS 157 also requires that allocation of fixed production overheads to the cost of production be based on
normal capacity of the production facilities. SFAS 151 is effective for fiscal years beginning after June 15, 2005. Management believes that the
adoption of this standard will have no impact on the Company’s consolidated financial statements because it is already in compliance with this
new standard.
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The composition of the net goodwill balance at June 30 is as follows:

2005
. AG(Geophysical Equipment Segment) § 7678000 § 7679000
........... Custom Products {Industrial Products Segment) 3,363,600 3,405,000
$ 11,042,000 $11,084,000

The acquisition of Custom Products in fiscal year 1998 generated tax deductible goodwill which exceeded the goodwill recorded for book
purposes. The goodwill reduction for Custom Products during fiscal year 2005 of $42,000 is a result of the tax benefits generated by the goodwill
deductible for tax purposes.

As required by SFAS No. 142, “Goodwill and Other Intangible Assets,” the Company reviews goodwill for impairment annually or more frequent-
ly if impairment indicators arise. Goodwill was tested for impairment as of July 1, 2001, the initial test, and as of each July 1 thereafter through July
1, 2005. All five tests were conducted by management with the assistance of an independent valuation company and the results of such tests indi-
cated no impairment. The Company’s goodwill carrying amounts relate solely to the acquisition of Custom Products and A-G, which are two SFAS
142 reporting units. Bolt, the parent of Custom Products and A-G, is a third reporting unit and has no goodwiil. Both Bolt and A-G are in the geo-
physical equipment segment, and Custom Products is in the industrial products segment. Step one of the goodwill impairment test is to compare the
“fair value” of the reporting unit with its “carrying amount.” The fair value of a reporting unit is the amount that a willing party would pay to buy or
sell the unit other than in a forced liquidation sale. The carrying amount of a reporting unit is total assets, including goodwill, minus total liabilities.
If the fair value of a reporting unit is greater than the carrying value, the Company considers goodwill nat ta be impaired. If the fair value is below
the carrying value, the Company would proceed to the next step, which is to measure the amount of the impairment loss. Any such impairment loss
would be recognized in the Company’s results of operations in the period in which the impairment loss arose. The Company's method of determin-
ing the fair value of the Custom and A-G reporting units is to obtain from the valuation company an estimate of the fair value of these reporting units
based on up to three different valuation approaches: (a} a capitalized cash flow method, (b) a market approach that gives cansideration to the prices
paid for publicly traded stocks, and {c) a projected net income approach that examines the projected net income of certain publicly traded stocks and
determines a multiple of earnings that the valuation specialist believes should be applied to the business unit's estimated earnings.

The Company reviewed the estimated fair values utilizing each of the above approaches, and in each of the five annual tests performed, utilized
the discounted cash fiow method when reviewing for impairment. The results of the other methods were also generally consistent with the Com-
pany’s canclusion that goodwill was not impaired. The Company also compared the values from the above approaches to the market capitalization
of the Company (including the Bolt unit that has no goodwill reflected in the financial statements) to provide an overall test to ascertain the reason-
ableness of the approach used. At all annual impairment test dates except July 1, 2003, the Company’s market capitalization exceeded the carrying
value of stockholders” equity at the impairment test date. At July 1, 2003, the Company's market capitalization was less than the Company’s stock-
halders” equity, however this condition was reversed by August 2003 when the market price of the Company’s stack increased.

Goodwill represents approximately 40% of the Company’s total assets at June 30, 2005, and is thus a significant estimate made by manage-
ment. Even if management's estimate were incorrect, that would not result in a current cash charge because the Company’s goodwill amounts
reflected on its balance sheet arose out of acquisition accounting several years ago.

Inventories at June 30 consist of the following:

......... FINISNSA G000S e S S SCOROE |
_ Powmateriglsangsupassemdlies BEI000| 4913000
Lo Werkingrocess woon| 366,000
.................................................... npe -
Less-Reserve for inventory valuation (715,000} {534,000)
............................................................................................................................................................................................................... 7000 2687000

Although the Company does not generally maintain finished goods inventory, at June 30, 2005 a large order was complete and was ready for
shipment, awaiting final shipping destination information from the customer. The finished goods inventory balance at June 30, 2005 represents
the cost of this order which will be recorded as a sale when all revenue recognition criteria have been satisfied.

A significant source of the Company's revenue arises from the sale of replacement parts required by customers who have previously pur-
chased products. As a result, the Company maintains a large quantity of parts on hand that may not be sold or used in final assemblies for an
extended period of time. In order to recognize that certain inventory may become obsolete or have supplies in excess of reasonably supportable

Continued on next page
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sales forecasts, management establishes an inventory valuation reserve. The inventory valuation reserve is a significant estimate made by man-
agement. The actual results may differ from this estimate and the difference could be material. Management establishes the inventory valuation
reserve by reviewing the inventory for items that should be reserved in full based on a lack of usage for a specified period of time and for which
future demand is not forecasted and establishes an additional reserve for slow moving inventory based on varying percentages of the cost of the
items. At June 30, 2005 and 2004, approximately $1,944,000 and $1,828,000, respectively, of the raw materials and sub-assemblies inventory were
considered slow moving and subject to a reserve provision equal to all or a portion of the cost, less an estimate for scrap value. In many instances,
this inventory has been unsold for more than five years from date of manufacture or purchase, and in other instances the Company has more than a
five-year supply of inventory on hand based on recent sales volume. At June 30, 2005, the cost of inventory which has more than a five-year supply
on hand and the cost of inventory which has had no sales during the last five ysars amounted to approximately $1,422,000. Management neverthe-
less believes that this inventory is properly valued and appropriately reserved. Even if management’s estimate were incorrect, that would not result
in a current cash charge since the cash required to manufacture or purchase the older inventory was expended in prior years.

The Company records increases in inventory valuation reserves in cost of sales and decreases in inventory valuation reserves when items are
scrapped or disposed of. During the fiscal year ended June 30, 2005, the inventory valuation reserve was increased by $127,000. In addition, during
fiscal 2005 the Company scrapped or disposed of items which had a cost of $6,000.

oo vearsEnded June 30,
Current:
Federal $ 275,000 $ (32,000) $
________________ R £6,000 72,000 20,000
Deferred:
........... Rederal e BOA000 | 415000 (171,000)
_____________ Bl e (24,000) - (23,000
$ 841,000 $ 455,000 $1{174,000)

AMT credit - i (10)

Effective rate 34 % 35 % (52) %

Deferred income taxes under the liability method reflect the net tax effects of temporary differences between the carrying amounts of as-
sets and liabilities for financial reporting purpases and the amounts used for income tax purposes. Components of the Company’s net deferred
income tax asset at June 30 were as follows:

Net deferred tax asset - current;

Tax loss carry-forward §170,000

$ 354,000
Net deferred tax asset -noncurrent:
Altemative minimum tax credit carry-forward S 38000
e B 8,000
{443,000) {344,000)
$ (337,000) $ 19,000
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The Company maintains defined contribution retirement plans covering substantially all employees who satisfy the age and service require-
ments of the plans. The Company's contributions to the plans are discretionary, and for the years ended June 30, 2005, 2004 and 2003 amount-
ed ta $219,000. $213,000, and $207,000, respectively.

The Company's 1993 Stock Option Plan provided for the granting of options to purchase up to 550,000 shares of Common Stock of the Com-
pany at a price not less than fair market value at date of grant. Options granted to employees are exercisable for a period of up to ten years.
The plan also provided for the granting to non-employee directors of options to purchase 3,000 shares of Common Stock each time they were
elected directors. Under the terms of the plan, no options can be granted subsequent to June 30, 2003 but options granted prior to that date
shall remain in effect until such options have been exercised or terminated in accordance with the plan and the terms of such options.

A summary of the Stock Option Plan at June 30, 2005, 2004 and 2003 and the changes during the years ended on those dates is presented
below.

005 -
Weighted

Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price

357000 $339 169000  $624

{22,000 $632 {119,000) $6.63
Outstanding at end of year 311,975 $3.17 335,000 $3.20 357,000 $3.39

The foliowing table summarizes information concerning outstanding and exercisable stock options at June 30, 2005:

Options Exercisable

Range of Number Outstanding | Weighted Average Weighted Number Weighted
Exercise At Remaining Average Exercisable Average
Prices June 30, 2005 Contractual Life Exercise Price At June 30,2005 | Exercise Price
...................... $305-8345 ....0%egs o GBYeas 8308 ..eesns L8308
____________________________ $4% 19000 00 Years 8456 19000 3456
311,975 2.4 Years $3.17 311,975 $3.17

The fair value of options granted in January and June 2003 was $1.09 per share and November 2002 was-$1.36 per share as estimated on
the date of grant using the Black-Scholes option-pricing mode! with the foliowing assumptions:

Expected dividend yield

Continued on next page
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Changes in issued Common Stock and Stockholders” Equity for each of the three years ended June 30, 2005 were as follows:

Common Stock Accumulated
Shares Amount Deficit
Balance June 30,2002 e, 21437 $ 26152000 $(5,452,000)  $ 20,700,000
........ Netloss S ; S : . e . — 61000 161000
BalanceJune302003 e s | | Beno R0
.......... Ne“ncome B e -‘855,000” ol 853000
Salrcedue30,2004 o 541437 | 06152000 (eTe0000| 21392000
"""" Becisefstockoptions o 988wl o 2000
""""" Netincome oo || 1600 1659000
ﬁﬁ'ééﬁlﬁéﬁééi'_J@b.ésté;l_zﬁdi?s@__f,.,._ji . sAzsE | s3TBN| S(3100000] $25075000

Concentration of Credit Risk Financial instruments which potentially subject the Company to concentrations of credit risk are primarily
cash and cash equivalents and trade accounts receivable. The Company belisves that the concentration of credit risk in its trade receivables
is substantially mitigated by the Company’s ongoing credit evaluation and its short collection terms. The Company does not generally require
collateral from its customers but, in certain cases, the Company does require the customer to provide a letter of credit or an advance payment.
In limited cases the Company will grant customers extended payment terms of up to 12 months. The Company establishes an allowance for
uncollectible accounts based upon factors surrounding the credit risk of specific customers. Historically, the Company has not incurred signifi-
cant credit related losses. The Company invests its excess cash in time deposits with maturities of usually less than one month in an effort to
maintain safety and liquidity.

Financial Instruments The Company does nat hold or issue financial instruments for trading or hedging purposes, nor does it hold interest
rate, leveraged, or other types of derivative financial instruments. Fair values of accounts receivable, accounts payable and accrued expenses
reflected in the June 30, 2005 and 2004 balance sheets approximate carrying values at those dates.

Lease Commitments The following table presents the Company's future minimum lease payments as of June 30, 2005 relating to its non-
cancelable operating leases with terms in excess of one year:

Years Ended June 30, Amount

.......................... 006 %3300
....................... 2007 o ...34000
......................... 208 o ...te80o0
. 36,000
.. 0andbeyod :
________________ o

Under such operating leases, rent expense amounted to $475,000, $512,000 and $478,000 for the years ended June 30, 2005, 2004 and
2003, respectively.

The Company's leases for its Norwalk, Connecticut office and manufacturing facilities expire in 2008. The Company has options to renew
such leases for an additional five year period.

The Company’s Iease for its North Haven, Connecticut manufacturing facility expires in 2009. The Company does not have an option to re-
new such lease.
The Company leased a building in Cypress, Texas from the former shareholder of A-G Geophysical Products, Inc. for $10,750 per month. The

lease agreement, which expired in April 2005, also granted the Company an option to purchase the facility for $1,000,000 during the term of the
lease. The Company exercised this option prior to its expiration in April 2005.

Employment Severance Agreements The Company has a severance compensation plan for certain executive officers and key employees of
the Company which becomes operative upon their termination if such termination occurs within 24 months subsequent to a change in ownership
of the Company, as defined in the plan.
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The Company also has employment agreements with its president and chief executive officer and the president of A-G which provide for
severance in the case of voluntary or involuntary termination following a change in control. These employment agreements have terms through
June 30, 2007 and 2008, subject to extension as set forth in the agreements.

The aggregate maximum potential severance liability under the above-mentioned agreements approximates $3,437,000 at June 30, 2005.
No amounts were due as of that date because no events had occurred which would have required such liability.

Litigation From time to time, the Company is a party to routine litigation and proceedings that are considered part of the ordinary course of
its business. The Company is not aware of any current or pending litigation.

Securities and Exchange Commission Informal Inguiry By letter dated January 23, 2004, the Company was informed that the staff of the
Securities and Exchange Commission (the “Staff”) had begun an informal inquiry regarding certain corporate and accounting matters. In its lgt-
ter, the Staff stated that the inquiry should not be censtrued to indicate that any federal securities laws had been violated or to reflect on the
integrity of any person, the Company or its securities. Although the Company believes that it has acted properly and legally and is voluntarily
cooperating with the Staff's informal inquiry, it can neither predict the length, scope or results of the infarmal inquiry, or the impact, if any, on
its operations. The Company has complied with the information requests of the Staff.

The Company’s reportable segments are “geophysical equipment” and “industrial products.” Bolt and A-G are in the geophysical equipment
segment. Custom Products is in the industrial products segment. The following tabie provides seiected financial information for each segment
for the years ended June 30, 2005, 2004 and 2003.

Fiscal 2005

Geophysical {ndustrial

Fiscal 2004 Equipment Products
Bl e §11,743000 $3063,000 | $14806000
lmerestmcome ‘, - | ) .................................................... 15000 “ . ....................... s
Depreciationendamortiation o 20000 78000 | 278000
ncame beforeinometaxes o TR0 S0 | 1308000
Segmentassets 17828000 4746000 ) 22574000
Foedassetaditons e 20000 12000

Geophysical Industrial

Fiscal 2003 Equipment Products

Sales $8,132,000 $2,710,000 $ 10,842,000

The Company does not allocate income taxes to segments. Continued on next page
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following table reports sales by country for the years ended June 30, 2005, 2004 and 2003. Sales are attributed to each country
based on the location of the customer.

45

United States ” $8728000 | $65/5000  § 5861000

Ofer WS | 200000 19,000
$18796,000 | $14806000  $10842,000

‘ A relatively small number of customers has accounted for the Company’s geophysical equipment segment sales. Customers accounting
[ for 10% or more of consolidated sales for 2005, 2004 and 2003 are as follows:

Customer A

Customer B

Accrued expenses at June 30, 2005 and 2004 consist of the following:
= 005

 Compensation and relatedtaxes $ 549,000 $ 189,000

| Compensatedabsences o 700 | a0

__________ Commissions pavable o 3 | 137000

,,,,,,,,,, OEr o TOOWD | EBO0D
$ 1,042,000 $ 666,000
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The following table summarizes results for each of the four quarters in the years ended June 30, 2005 and 2004.

Ouarter Ended

$4, 467 000 $ 5,1 15,000 $ 5,375,000

S8l e e §3839000 ~ $4467000)  $5115000) ~ §537500
. o pmm ‘ . . e _____________ 15220 o 1880000 _______ 1993000 _______________ 2428000
_neomebeforetses o 30000|  449000|  6BO00| 1013000
Metieome o w0l 2700|  e3000| 688000
| Besceamngsperstere o S0m4) o S005) s009) 8013
_ Divegeamingsperstare oo Som| soos| so09| $0.12
Quarter Ended
__________________________________________________________ F\scai2004 r—— — — e 30

$ 3,501,000 $ 3,661,000 $ 3,978,000

Page 21 | Bolt Technology Corporation | Annual Repart 2005




COMMON STOCK DATA

Our Common Stock is listed on the American Stock Exchange under the symbol “BTJ.” The following table sets forth the high and low sales
prices for our Common Stack far the quarters indicated:

Fiscal 200%

The number of stackholders of record at September 13, 2005 was 252. We believe that the number of beneficial owners is substantially
greater than the number of record holders, because a large portion of our Common Stack is held of record in broker "street names.”

We have not paid a dividend since 1985. We do not intend to pay cash dividends on our Common Stock in the foresseable future. Any deci-
sion to pay cash dividends will depend upon our growth, profitability, financial condition and other factors that the Board of Directors may deem
relevant.

Note Regarding Forward-Looking Statements

Forward-looking statements in this Annual Report, future filings by the Company with the Securities and Exchange Commission, the
Company's press releases and oral statements by authorized officers of the Company are intended to be subject to the safe harbor pravisions
of the Private Securities Litigation Reform Act of 1995. These include statements about anticipated financial performance, future revenues
or earnings, business prospects, new products, anticipated market performance, planned production and shipping of products, expected
cash needs and similar matters. Investors are cautioned that all forward-locking statements involve risks and uncertainty, including without
limitation (i) the risk of technological change relating to the Company’s products and the risk of the Company’s inability to develop new
competitive products in a timely manner, i) the risk of decreased demand for the Company’s products due to fluctuations in energy industry
activity, (iii) the Company’s reliance on certain significant customers, {iv) risks associated with a significant amount of foreign salgs, and {v)
the risk of fluctuations in future operating results. The Company believes that forward-looking statements made by it are based on reasonable
expectations. However, no assurances can be given that actual results will not differ materially from those contained in such forward-looking
statements. The words “estimate,” “project,” "anticipate,” "expect,” “predict,” “believe” and similar expressions are intended to identify
forward-looking statements.

Bolt Technelogy Corporation | Annual Report 2005 | Page 22




BCARD OF DIRECTORS

Raymond M. Soto "
Chairman, President
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